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India - Key Economic Indicators 


All values in $ million unless otherwise indicated. Indian fiscal 
year is April 1 to March 3l. 


Percent Est. 
1985-86 1986-87 Change 1987-88 
A B B/A Cc 
INCOME, PRODUCTION, EMPLOYMENT (A) 
GNP at Current Prices ($ billion) 186.2 208.6 12 
GNP at Constant (1970-71) prices 
($ billion) 55.3 58.1 
Per Capita GNP, Current Prices ($) 247.0 271.0 
Per Capita GNP, Constant Prices ($) 73.0 76.0 
Industrial Production Index (1980=100) 142.1 154.7 
Agricultural Production Index 
(1967/68-69/70=100) 158.0 159.6 
Population (million) 754.0 769.0 
Labor Force (million) 294.6 301.4 
Number of Persons Registered at 
Employment: Exchanges (million) 26.0 30.5 
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MONEY AND PRICES (A) 
Money Supply with Public(B) ($ billion) 91.0 107.8 127.0 
Prime Lending Rate (State Bank of 

India (percent) 16.5 16.5 0.0 
Wholesale Price Index (1970-71=100) 357.8 377.4 402.0 
Consumer Price Index (1960=100) 620.0 674.4 730.0 


BALANCE OF PAYMENTS AND TRADE (C) 
SDRs, and Foreign Exchange 

Reserves, Gross 6,657 6,729 
External Debt 34,000 36,400 
Annual Debt Service 3,366 4,492 
Balance of Payments (D) 547 72 
Balance of Trade -7,176 -5 ,884 
Indian Exports, FOB 9,026 9,806 
U.S.Share (E) 2,478 2,465 
Indian Imports, CIF 16,202 15,690 
U.S.Share(E) 1,642 1,536 
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Major imports from U.S (1986): Fertilizers & fertilizer materials, 155; 
machinery and transport equipment, 490; pulp and waste paper, 43. Major 
exports to U.S. (1986): Precious and semiprecious stones and pearls, 669; 
petroleum products, 297; wearing apparel, 296; fruits and nuts, 137; floor 
coverings and tapestries, 123. 


(A) Rupee data converted into dollars at Rs.13.00. 

(B) Includes time deposits. 

(C) Converted into dollars at Rs.12.20 for 1985-86, Rs.12.80 for 
1986-87 and Rs.13.00 for 1986-87. 

(D) Current and capital accounts balance. 

(E) Calendar year figures (1985, 1986, 1987). 


Sources: GOI Central Statistical Organization, Reserve Bank of India 
Bulletins, GOI Economic Survey, U.S.Department of Commerce, and World 





SUMMARY * 


India's economic performance during the second half of 1987 suffered 
as a result of failure of the southwest monsoon, the major source of 
rainfall for this agriculturally based economy. Real economic 
growth, averaging approximately 5 percent per year for this decade, 
is expected to be under 2 percent for India's 1987-88 fiscal year 
and could be lower. Hardest hit will be the agricultural sector 
where reduced grain and edible oil production portends a decline in 
agricultural output of approximately 10 percent. Despite excess 
capacity in several sectors, industrial output is expected to grow 
some 5 to 7 percent this year. 


India's balance of payments has also been affected by the drought. 
Sizable imports in the coming months to stabilize prices and 
maintain steady food flows will put pressure on the merchandise 
trade balance, already in chronic deficit. The drought aside, the 
trade deficit has declined gradually in recent months. Export 
growth exceeded 23 percent from April through September 1987 over 
the same period a year earlier. Imports, notably industrial and 
intermediate goods, have also continued to grow although at only 9 
percent for the same period. Drought-related financial support from 
major donors, including the World Bank, Japan, and the United 
States, appears to have ensured India a prudent foreign exchange 
cushion for the next year. 


Economic liberalization, now in its fourth year, has not taken any 
major new leaps forward in the past year. Nevertheless, the gains 
of past policy reform are evident. Increased competition fostered 
by liberalized licensing regulations, more flexible import policies, 
and a greater willingness on the part of the government to permit 
collaborations between Indian and foreign companies has helped 
industry meet domestic demand and, to a lesser extent, improve 
economic efficiency. While it is unclear just what effects India's 
drought will have on economic liberalization policy in the short to 
medium term, recent gains in reducing government intervention in the 
marketplace appear secure. U.S. business opportunities will 
continue to center on high-technology products such as electronics, 
computers, and telecommunication equipment. 


THE CURRENT SITUATION 


The Macro Economy: The Indian economy will probably register real 
GNP growth of no more than 2 percent for IFY 1987-88 (Indian fiscal 
year April-March), compared to 5 percent last year. Nominal GNP in 
1986-87 was approximately $209 billion. Failure of the southwest 
monsoon -- fourth and most serious poor rainfall year in a row -- 
crippled India's agricultural production. Ironically, eastern India 
simultaneously suffered bad flooding which further reduced 
agricultural output. The economic growth rate this decade had been 
averaging nearly 5 percent compared to the post-independence rate of 
3.5 percent per annum. With population growing at over 2 percent 
per annum, real per capita income this year will remain unchanged or 
decline marginally. 


* This report was prepared in November 1987. 
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The economy has shown surprising resilience in coping with this 
natural setback compared to past years. Modernization of the 
agricultural sector with increased irrigation, more resilient seed 
varieties, and increased mechanization has helped. However, the 
gradual decline in the share of agricultural output in nominal GDP 
from about 46 percent in 1973-74 to approximately 30 percent in 
1986-87 is more important. The manufacturing and services sectors 
have increased their contributions to overall economic output. The 
services sector currently comprises roughly 40 percent of India's 
GNP. Defense and public administration contribute significant 
portions to service activity and have been the fastest growing. 
Service sector growth overall has increased at a 6.6 percent annual 
compound rate over the last 12 years, compared to 2.2 percent in the 
primary sector and 5.4 percent in the manufacturing/industrial 
sector. The sector. will grow by around 6 percent again this year. 


Fiscal Situation Under New Pressure: The drought has also brought 
the government's already tight budget situation under even greater 
pressure. Conservative estimates place these additional relief and 
emergency costs at $1.5 billion against the pre-drought budgetary 
provision for emergencies of about $480 million. To offset this 
increased expenditure, the government has sought to raise an 
additional $423 million via tax surcharges and a 5 percent ad 
valorem increase in duties on most imports. It has also announced 
cuts totalling $500 million from expenditures. The government also 
expects additional revenue from better tax collection enforcement. 
The prospects of keeping the budgetary deficit at its initial 
projected level of $4.44 billion are now very questionable. The 
budget deficit for 1986-87 was approximately 4.7 percent of GNP. 


Major structural weaknesses in central financing remain. India 
places great reliance on indirect taxes, which contribute to high 
retail prices domestically and to lack of competitiveness 
internationally for many Indian goods. Only a relatively small 
share of revenue (16 percent of tax receipts) stems from direct 
taxes. In addition, the debt service on domestic borrowings (which 
accounts for 27 percent of the government's operating expenditures) 
is of growing concern to many observers. The Reserve Bank of India 
(RBI), the country's central bank, has cautioned the government that 
running a continued large deficit could undermine development 
achievements and contribute to inflationary pressures. 


Prices: According to official statistics, the consumer price index 
(CPI) as of August 1987 was 9.2 percent over August 1986. In 
particular, prices of pulses, milk and milk products, oilseeds, 
fibers, oil cakes and some food grains have increased markedly in 
recent months as a result of scarcities, or perceived scarcities, 
due to the drought. Unofficial consumer price indexes, -- so-called 
housewife surveys, based upon periodic checking in the local 
markets, -- place marketplace "inflation" somewhere between 12 and 


15 percent. The official CPI rate of increase in 1986-87 was 8.7 
percent. 


Notwithstanding the drought, the government has tried to ensure that 
developing shortages of essential items in short supply would be met 
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by imports, particularly edible oils. The government has also 
implemented other measures to discourage hoarding of essential 
commodities. It has made larger than usual releases of sugar and 
food grains through public food outlets, has restricted the 
availability of commercial bank loans to traders, and has monitored 
prices of 23 essential commodities. Despite these efforts, it 
appears certain that the rate of increase in the CPI, even by 
official measures, will be in double digits in 1987-88. 


Monetary and Credit Policy: According to RBI statistics, the money 
supply (M3) expanded at nearly 18 percent per annum, over three 
times the growth in real GNP last year. The RBI raised the required 
reserve ratio from 37 to 37.5 percent, effective April 1, 1987, in 
order to dampen money supply expansion. Assuming this RBI move 


succeeds, the money supply may grow marginally slower during 1987-88 
than in 1986-87. 


Aggregate deposits of commercial banks during April-August 1987 grew 
by only 5.2 percent compared to 7.5 percent in the same period of 
1986. This declaration resulted in part from a reduction in 
interest rates on longer term deposits from 11 to 10 percent. The 
Indian gross domestic saving rate continues to be high by world 
standards and stands at approximately 23 percent. However, reduced 
real income growth in the economy will affect households’ ability to 
save, and substantial losses in the public sector also will reduce 
savings. 


Industrial Development: Current projections suggest that industrial 
production will grow 6 percent or less this year compared to 8.9 
percent in 1986-87. Average growth during 1980-81 through 1986-87 
was 7.5 percent per annum. On the positive side, major industries 
such as coal, steel, cement, and electricity generation registered 
production gains during 1986-87. During April-September 1987, over 
the same period last year, growth was 15 percent for salable steel, 
9.2 percent for power generation, 7.6 percent for coal, and nearly 
10 percent for cement. However, a number of industries are facing 
more difficult market prospects. Flagging fertilizer demand, 
India's commitments to continue imports from eastern European 
countries, and new plant capacity offer little likelihood for a 
turnaround in fertilizer prospects in the immediate future. The 
demand for automobiles, light trucks, and two-wheeler/scooters is 
also soft, a phenomenon largely unknown in India until 
liberalization measures permitted new firms to enter the market. 


With the exception of the energy and certain agricultural inputs 
such as milk and cotton, there have been few supply constraints. 
This suggests that industrial growth could resume its earlier growth 
path once demand recovers. Economists are hopeful that agricultural 
sector recovery in the next 12 months will help provide such a boost. 


While industrial performance in recent years has contributed 
significantly to overall real growth of the Indian economy, many 
industrialists suffer severely from excess employment, insufficient 
capital, and rigid government controls which prevent failing firms 
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from exiting the industry or taking the necessary actions to restore 
their viability (e.g., trimming redundant labor). Government 
subsidies and, in some cases, outright assumption of firms' 
liabilities have kept uneconomic units operating and inhibited 
adjustment. Moreover, medium and large firms interested in 
borrowing funds for expansion and modernization must borrow at 
government-set interest rates, which at present significantly exceed 
current international borrowing rates. 


Deregulation of the industrial sector, which began in 1985, has not 
advanced appreciably in the past year. Nevertheless, past efforts 
to foster competition, encourage industrial modernization, and 
improve industrial economies of scale have set in motion forces that 


continue gradually to improve efficiency and to a lesser degree, 
quality. 


Energy Sector Developments: India continues to face significant 
energy constraints that will inhibit the economy in the medium 

term. The past 3 years have seen a persistent energy demand-supply 
gap of approximately 10 percent. Energy production increased at 
9-10 percent per year last year, but energy demand increased at 
approximately the same rate. While the current decrease in real GNP 
growth this year will dampen demand for energy slightly, the impact 


of drought on hydroelectric power generation will ensure that the 
shortfall will continue. 


India's oil and gas sector continues to be very active and reflects 
the importance the government has attached to exploration and 
development of the country's indigenous hydrocarbon resources. 
Negotiations for offshore hydrocarbon exploration in promising areas 
along India's southern and eastern coasts with several multinational 
oil companies are underway. The U.S. companies Chevron and Texaco 
joined forces and successfully concluded an exploration agreement 
with the government in early December. This new exploration 
activity should provide a significant boost to the offshore drilling 
support industry in the coming year and promises to attract 
significant new investment to the oil and gas sector. 


Unfortunately, new discoveries have not been sufficiently large to 
offset the growth in petroleum demand. Crude oil production has 
stagnated around 30 million metric tons (MT) for the past 3 years 
and is not expected to increase in the near future. Moreover, many 
discoveries have revealed additional natural gas deposits which have 
proven difficult to utilize effectively without massive new 
investments. Thus, the short-to-medium term prospects are for 
increased dependence on imports. Net imports are projected to reach 
17.3 million MT of oil and 3.8 million MT of product (mainly 
kerosene and diesel oil) in 1987-88. This compares to 15.5 million 


MT and 544,000 MT of imported crude and product, respectively, in 
1986-87. 
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India's energy future will be affected by the degree to which it can 
effectively use its natural. gas and coal resources. India's most 
ambitious natural gas project to date, the 1,700 km-long gas 
pipeline from Hazire (Gujarat) to Jagdishpur (Uttar Pradesh), is 
scheduled to be completed sometime in 1988. But given the 
difficulties currently facing the fertilizer industry, three of the 
six fertilizer plants along the pipeline route recently have been 
postponed. The government's pipeline oversight authority, the Gas 
Authority of India (GAIL), is thus looking for alternative uses for 
the gas that will be flowing in the immediate future. Thermal power 
generation is the most likely alternative use in the near term. 

Next to petroleum, coal continues to contribute the largest share of 
India's energy production at 30 percent; government plans call for 
substantial expansion of coal mining activities in the next decade. 


Despite efforts to offset hydroelectricity losses in the face of the 
drought, the total power output this year is likely to fall short of 
the 205 billion kwh target in 1987-88. Overall, electricity losses 
due to poor performance of thermal plants, breakdowns, and low 
levels of reservoirs will continue to be a significant problem. The 
power industry is expected to install an additional 22,245 MW by 
1989-90, and hopes to reach the target of some 65,000 MW by 1990-91, 
but demand is expected to increase proportionally. 


Investment Climate: As a matter of policy, the government is 
interested in foreign collaborations, particularly in priority 


high-technology areas where the foreign partner promises to transfer 
know-how to India. In addition, recent policy changes have improved 
the investment climate. On the positive side, the large and growing 
Indian consumer market offers good opportunity for new enterprises. 
India also offers inexpensive skilled and unskilled labor; labor 
unrest is generally not a serious problem. India also has an 
excellent record on dividend and royalty payments and profit 
repatriation. Finally, private investors are participating 
increasingly in activities that have traditionally been reserved for 
the public sector such as oil refining. Capital constraints facing 


the government are obliging it to encourage joint private and public 
investments. 


On the down side, many rigid licensing controls remain, as does some 
administered pricing (including interest rates). Of particular 
concern to foreign investors are government regulations of royalty 
payments and a general limitation of foreign equity to 40 percent in 
joint ventures. These problems, exacerbated by infrastructure 
weaknesses, add to the competitiveness of Indian products on the 
world market. 
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While the speed with which new ventures are approved is increasing, 
new collaboration approvals, even in high-priority areas such as 
electronics, take several months or longer for permission. 

Approvals frequently include conditions requiring fulfillment of 
export and performance obligations. Foreign investors are generally 
not licensed to produce consumer goods if local production already 
exists. Many foreign firms are concerned that Indian patent 
protection is inadequate. These and past impediments have limited 
total equity investment in India from all countries to approximately 
$4 billion. While the United Kingdom is the largest foreign 
investor, U.S. firms have been the major source of new equity 
capital during the 1980s. Current U.S. investment in India is worth 
about $500 million, principally in chemicals, pharmaceuticals, 
fertilizers, and electronics. 


Balance-of-Payments Developments: India's balance-of-payments 
Situation remains comfortable if somewhat uncertain in the face of 
the drought. The net effect of the drought on the trade balance may 
well exceed $1 billion through India's next fiscal year. However, 
sizable contributions on the part of the World Bank, Japan, and 
other bilateral donors are expected to help offset these 
unanticipated imports. While it is still early for an accurate 
estimate of the combined value of this emergency assistance, it is 
clear that immediate balance-of-payments pressures will be eased. 


Notwithstanding the drought, India's trade picture has improved in 
the past 6 months. The trade balance is still chronically in 
deficit, but steady growth in exports has been led by textiles, 
ready-made garments, diamonds, and leather products. Exports rose 
by 23 percent during April-September 1987 over the previous year. 
Imports, on the other hand, grew by only 9 percent. As a result, 
the trade deficit has declined to Rs. 29.89 billion as of September 
1987. Overall, however, the trade deficit in 1987-88 (through March 
31, 1988) will probably be marginally higher at $6.2 billion 
compared to $5.9 billion in 1986-87, with drought-related imports 
contributing substantially to the deterioration. 


Tourism is second only to gems and jewelry as the major foreign 
exchange earner and has significant potential. A record 1.1 million 
foreign tourists in 1986, up 29 percent over the previous year, 
earned India approximately $1.3 billion. The Indian Government and 
the private sector recognize the potential India has to earn 
additional tourist revenue, as well as to increase the number of 
domestic tourists. However, improvements in accommodations, 
transportation, auxiliary services, and facilities are needed before 
India can successfully serve a significantly larger number of 
international tourists. 
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The thrust of the Indian Government's commercial policy this year is 
to encourage exports and to provide incentives to exporters to 
facilitate export activity. The government has modified its foreign 
exchange control regime to permit greater foreign exchange 
availability for export-enhancing activities and has introduced tax 
and other advantages to help make some Indian products more 
competitive internationally. A new 3-year import policy is expected 
in April 1988, which will aim to provide the business community with 
a long-term predictable, stable import policy. In view of the 
uncertain balance-of-payments situation, however, there is still 
concern that there will be renewed pressure to reimpose restraints 
On capital goods or other categories where imports have risen 
substantially in recent years. 


India has long followed conservative, prudent practices in its 
foreign borrowing activity and balance-of-payments management. 
Traditionally a large borrower of official development funds on soft 
terms, India has been obliged to increase its official borrowing at 
closer to commercial terms in recent years. The World Bank and 
other multilateral donors have argued that India's creditworthiness, 
one of the highest in the world for a developing country, enables 
India to secure financing easily from readily available--if more 
costly--international capital sources. 


According to official World Bank estimates, India's external debt, 
excluding that to the Soviet Union, exceeded $49 billion at the end 
of 1986. Of this amount, approximately $35 billion was long-term 
debt and some $3.3 billion in nonguaranteed private debt. The bank 
estimates the current debt service ratio to be approximately 26 
percent. According to RBI publications, India's foreign currency 
assets have remained relatively stable in the past 6 months and 
currently stand at over $5 billion, excluding gold and Special 
Drawing Rights (SDRs). This represents approximately 4 months of 
imports. In addition, India has approximately $4.8 billion in gold 
holdings when valued at current world gold prices. Finally, 
nonresident Indian remittances in the form of deposits in banks 
operating in India represent a large and growing source of capital. 
These funds are flowing to India as a result of India's interest 
rate policy set purposely above rates available in international 
markets to attract foreign funds. 


Exchange Rate Developments: From 1980 through the end of 1986, the 
rupee drifted downward against the dollar from a high of 7.93 rupees 
per dollar to approximately 13.00 per dollar. The rupee has tracked 
the dollar's decline during 1987 and thus has depreciated 
approximately 19 percent against the pound, and some 16 percent 
against the German Mark and the yen, compared to imports from 
countries whose currencies are pegged to the dollar. 





Implications for U.S. Business 


According to U.S. trade statistics, U.S.-India trade in 1986 
declined slightly from $4.1 billion in 1985 to $4 billion. Overall 
U.S. exports to India fell by $100 million while the decline in U.S. 
imports from India was only $13.7 million. The bilateral surplus in 
India's favor increased marginally to $935.4 million in 1986. The 
first 7 months of 1987 reflected a 3 percent increase in bilateral 
trade, with U.S. exports slightly off those of 1986 over the same 
period, and Indian exports up by 9 percent. 


U.S. high-technology exports in 1987 continued to be strong. In 
1986, exports of electronics, computers, and telecommunications 
equipment rose to $220 million from $149 million in 1985. The share 
of these three categories in U.S. exports to India rose from 9.1 
percent in 1985 to 14.4 percent in 1986. 


U.S. firms will find major export, licensing, and investment 
opportunities in the following areas: (1) oil and gas field 
machinery; (2) power generation, transmission, and distribution 
equipment; (3) telecommunications equipment; (4) computers and 
peripherals; (5) mining and excavation machinery; (6) electronics 
products and components; (7) machine tools and metalworking 
equipment; (8) printing and graphic arts equipment; (9) medical 
instruments and health care equipment; (10) alternate energy 
equipment, services, and engineering; (11) avionics and navigation 
equipment; (12) shipbuilding and port maintenance equipment; (13) 
process control instruments; (14) chemical and petrochemical plant, 
equipment, and machinery; and (15) food processing and packaging 
equipment. 


The U.S. Trade Development Program (TDP) has been increasingly 
active in India. To date, TDP has funded studies totalling $450,000 
and an additional $1.6 million of new studies are pending Indian 
Government approval. Overall, India has been accorded high priority 
in the Trade Development Program. 


Many U.S. companies considering the Indian market will find 
participation in one of the following events sponsored by the U.S. 
Department of Commerce an excellent vehicle for promoting business 
in India during 1988: 


February 


1. Trade Mission from Valve Manufacturers Association of 
America 


Food Processing and Packaging Equipment (Catalog Exhibit) 
Process Control Equipment (Catalog Show) 





March/April 
1. Plastics Equipment & Machinery (Catalog Exhibit) 


2. Oil Equipment Trade Mission (States of Louisiana, Oklahoma, 
and Texas) 


April 
1. California State Trade Mission 
2. Mining and Construction Equipment (Catalog Show) 


May 
1. Electronic Production & Test Equipment (Catalog Show) 


U.S. companies interested in participating in one of these events 
should contact the U.S. Department of Commerce, Washington, D.C., or 
the district offices of the Commerce Department's International 
Trade Administration located in many major cities. 


For the 7th consecutive year, the United States in 1986 led the list 
of joint-venture "collaborating" countries, with 189 new project 
approvals. West Germany (183), the United Kingdom (130), and Japan 
(111) followed. Also, U.S. firms have led during the 1980s in terms 
of equity participation. New U.S. equity investment worth 

$22.6 million was authorized in 1986, followed by West Germany 


($15.5 million), the United Kingdom ($5.9 million) and Japan ($4.3 
million). The Indians continue to encourage collaborations, 
particularly in high-technology areas where the foreign partner will 
transfer know-how to India. However, bureaucratic hurdles remain. 
Even in high-tech and priority industrial areas, the government 
increasingly is imposing export and other performance requirements 
that foreign investors find difficult to accept. 
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